Introduction
After the famous Portfolio Theory of Markowitz, many researchers have come up with different theories aiming to explain excess portfolio returns. One of the ground breaking models is the CAPM which was established by Sharpe (1964) and Lintner (1965) which is still used prevalently in order to calculate cost of equity and determine asset pricing. This seminal theory is based on only one risk factor which is systematic risk. Striking simplicity and the ease of calculation made this theory widely popular among both academicians and practitioners alike. Although CAPM has revolutionized the field of finance but various empirical tests have challenged this theory and revealed several drawbacks. On the other hand, Fama and French three factor model was developed as a response to inadequate performance of the CAPM. The authors argue that anomalies related to the CAPM are better captured by their three factor model. (Fama & French, Common risk factors in the returns on stocks and bonds, 1993) Although Fama French has tried to overcome the drawbacks of the CAPM but their original three factor model also possess some limitations as well.
The merit of both the theories have been numerously challenged to ascertain their performance in various research papers. Nonetheless, most of the research is conducted on developed markets whereas developing market like Bangladesh remained less explored. Many times it has been found that the developing markets behave quite differently than their developed and efficient counterparts. Few researches have been conducted in light of shares listed in Dhaka Stock Exchange which is been the primary stock exchange in Bangladesh. This paper aims to test both theories by applying it in the context of publicly listed cement companies stock in Bangladesh to evaluate performance of the theories in explaining excess return over risk free return. This research will be conducive for practitioners in selecting model for calculating required return. portfolio risk is calculated using mean variance of the associated returns and investors wants to maximize return given a certain risk or minimize risk given a certain return. CAPM is used in the pricing risky securities which explain the relationship between risk and expected return in a linear manner. According to the CAPM equation, a linear relationship exists between required return of a stock and its systematic risk known as beta. This single factor systematic risk is innately simple to interpret and is the central piece of this austere model. In equilibrium market risk premiums are depended on respective asset's beta. To reiterate, risk averse investors require a premium over risk free rate in order to be compensated with the additional risk of the asset whereas this premium is associated with beta. The equation of CAPM is given below:
In this equation the variables have following meaning: E (Ri) = Expected Return from instrument i Rf= Rate of risk free instrument such as government securities Rm= average market return usually taken from market proxies Β= Cov(Ri,Rm)/∂m^2= systematic risk
Empirical Test on CAPM
Plethora of literature is available on CAPM as this is one of the cornerstone theories of finance. it has been tested empirically numerous times where it has been both lauded and critiqued. Both cross section and time series analysis is prevalent in CAPM testing. However, the traditional cross sectional regression does not provide meaningful results as the residuals are correlated. The following regression equation with mean of stock's excess return against market excess return was suggested by Fama and Macbeth in order to overcome this independence of residuals: Ri -Rf = γ 0 + γ i β i +e i Empirical evidence shows that poor quality of proxy of the market portfolio can significantly undermine the performance of CAPM model. (Gibbons, Ross, & Shanken, 1989) Moreover, Fama and French's research shows that although the relationship of return and beta is almost linear, the actual line is more flat than the one predicted by CAPM. This is mainly due to the effects of other factors like size, earnings to price, book to market and debt to equity which are not explained by only systematic risk factor alone. (Fama & French, The Capital Asset Pricing Model: Theory and Evidence, 2004) Moreover, CAPM does not account for time variant factors in calculating an asset's risk in cross sectional and time variant data. (Lettau & Ludvigson, 2001) Many authors have come to extended version of this model like conditional CAPM to overcome original model's limitations. Nonetheless, Graham and Harvey conducted a comprehensive research and find that 73.5% among 392 American CFOs depend on this theory to find the cost of equity. (Graham & Harvey, 2001 ) Moreover, Brounen, Jong and Koedijk performed a similar studying 2004 with 313 European companies where they found that almost 45% companies relies on CAPM. (Brounen, Abe de Jong, & Koedijk, 2004) Quite a few empirical tests including and Fama and Mac Beth (1973) overall support the CAPM. Nonetheless, several deviations from the CAPM were found in1980s & 1990s which raised many questions about the theory. In a research Basu explains that stocks with high E/P have more future return than those predicted by the CAPM (Basu, 1977) . Moreover, researcher Banz documents low market to book value stocks earned a higher than projected return which is not explained by capm theory. (Banz, 1981) Even though small cap stocks have higher betas and higher typical returns than big cap stocks but the gap in returns is greater than CAPM's predictions. Furthermore, Bhandari demonstrates leverage has positive correlation with expected stock returns. (BHANDARI, 1988) 
Fama-French Three-Factor Model
Fama and French proposed a new model with 3 factors to better explain cross sectional expected returns. They observed that small in terms of market capitalization and value stocks with Low P/B perform superior than the overall market. (Fama & French, 1993) Therefore they added two additional factors to CAPM equation:
Here E(Ri), Rf and Rm stands for portfolio's expected return, risk-free return rate and market return respectively. SMB is the value of Small market cap minus Big and HML is High book value to market ratio minus Low. In the long run, small stocks have found to generate higher returns than large stocks whereas value stocks have generated higher returns than growth stocks although they contain more risk.
Empirical Tests and Recent Development of Fama French Five Factor Model
Empirical tests on various stock market represents the superiority of explanatory power of Fama French model. Nonetheless, heterogeneous results can also be found as portfolio selection plays a crucial role in this. (Blanco, 2012) After publishing their ground breaking three factor model Fama and French continued their research to even better explain the expected return of the stock.in their recent paper they have mentioned five dominant factors contributing to a stocks expected return. They are size, value, profitability, and investment patterns. Companies with higher future earnings will have higher stock market returns. They have found that these factors combined has better predictability power of stock's return than the previous three factor model. (Fama & French, A Five-Factor Asset Pricing Model, 2015) 
Research Rational
The stock market plays a pivotal role in any country's industrialization. Albeit there are many research done on the effectiveness of CAPM and Fama French theories in developed countries' stock exchange, study on the stock market of Bangladesh are not prevalent. Depending on market characteristics and investor behavior same theory might work well in develop market but not in developing one. Even though Bangladesh has many impediments like political turbulence, natural calamity and underdeveloped infrastructure, it still successfully achieved on average 6% GDP growth every year. These characters make Bangladesh a prototype emerging economy for academics to study which can be later applicable to many other emerging economies like Vietnam, India, Pakistan and even China.
The history of capital market in Bangladesh dates before independence in 1954. (Introduction to DSE, n.d.)Since its inception, Dhaka Stock exchange has been expanding rapidly to be congruent with the need of growing economy of Bangladesh. Nevertheless, the Dhaka stock market did not get enough attention from the researchers. Although plethora of literature can be found on CAPM test done on developed market, practically negligible amount exists in the context of Bangladesh. Based on a data set of non-financial companies over the period of 1999-2003 Rahman et. al find that Fama French model has better explanatory power notwithstanding the market inefficiency in DSE. (Rahman, Baten, Uddin, & Zubayer, 2006) Dearth of existing literature on this issue in the context of DSE arises the need to explore the matter further. For this study of evaluating excess return, analyzing all the stocks listed in DSE is the idealistic scenario. Nevertheless, it is both time consuming and lengthy to do. Meanwhile Bangladesh cement industry has been maintaining a stable growth which is fueled by constant urbanization and construction of infrastructure. According to a research report prepared by investment bank IDLC, cement market in Bangladesh is nearly 1.74 billion USD and the capacity to produce is about 25 million metric ton. This sector has been experiencing a stable growth over the past years and expected to maintain such attribute. (Nayan, 2013) Given the resources constraints, cement industry is a suitable pick for this research. Moreover, this research will help practitioners to pick a feasible method to find out stock's expected return.
Industry Overview
The cement industry in Bangladesh has a vibrant footstep in the booming economy. It is growing in proportion to the need of growing urbanization in the country. Before 1994, the total demand of cement in Bangladesh was entirely met by imported cements. But after that this industry has never looked back. The cement industry is now 40 th biggest cement market in global ranking. Cement industry in Bangladesh faces a seasonal effect as the sales become peak in September to May and declines afterwards. (Hossain, 2015) Although the market contains many players but few of them dominates this sector. The listed company's sector wise contribution in the sector capitalization during 2015 (average of January till December 2015) is given below: 
Market Portfolio Proxy
From 2004-2013 the market index DGEN (Dhaka Stock Exchange General Index) was used as a proxy for market return. However, On January 28, 2013, DSE introduced DSE Broad Index (DSEX) as a market index which was developed by the method of Standard and Poor's. This free floating market index is believed to be a more precise estimate of the market portfolio. (Ahmed, 2013 ) Therefore, DGEN is taken from 2004 till 2013 and later on DSEX is taken as the representative of market index.
Size and Value Premium for Companies
The five shares of cement industry have been ranked according to their market capitalization for size and according to their Book value to market value for their value premium. For simplicity the figures and ranking of December 30, 2014 is assumed to be constant throughout the studied period. 
Risk Free Rate
Five year T-bond of Bangladesh government issued in December 2014 with annualized interest rate of 9.6% is considered to be relevant risk free rate (R f ).
Return Calculation
Daily return was calculated for the observed period of ten years. Only the capital gain was considered for the calculation. No price adjustment was made for cash or stock dividends. Excess return was calculated by subtracting risk free rate from individual stock's return.
Confidence Level
Excess return of each stock was used to run regression against market excess return for CAPM and against market risk premium, size and value premium for fama French model. Regression analysis was done with 95% confidence level meaning alpha (Level of significance) was 5%.
Findings and Recommendations
Daily excess return i.e. Aramit's return minus risk free rate over the period of 10 years of each of the five stocks have used to run regression against market risk premium for CAPM. On the other hand, daily excess return is used to run multiple linear regression against all three factors of fama French such as market risk premium, size (Small minus Big) and value (High minus Low) premium. After running single and multiple linear regression following result was found: The regression results from the above mentioned table indicates that Fama-French model can better explain the variability in the stock return for companies in the cement industry than that by CAPM model. This is evident from the comparisons of adjusted R squared values which improves significantly for each company when Fama French model is used instead of CAPM. The beta for market index goes down for each stock except for Lafarge surma when Fama French model is used. It implies that there are many variables that can explain variability in stock return other than market portfolio which is captured by Fama French model. The overall positive coefficients of the Small minus big column suggests that small firms tend to have higher return which is congruent to the fact that they are more risky in general than their larger counterparts. Similarly, three out of five coefficients in the High minus Low column are positive indicating higher return for High book to market value firms. On the other hand, Low p value of the regression implies that the study is statistically significant. Moreover, a long term period of 10 years' data might diminish market anomalies in the short term to increase the reliability of this results.
The Findings and recommendations of this study is summarized below:
• The systematic risk factor alone has less explanatory power in explaining the excess return whereas including size and value beta increases the adjusted R squared values in the regression model of cross sectional time series data.
• Fama-French 3 factor model is better predicting the excess return over Risk free rate than CAPM for all the five companies of the Cement industry over the period of 2004-2014. This is congruent with the theoretical model of Fama French.
• Executing Fama French model is more cumbersome and time consuming which might not be time and cost effective for the practitioners.
Conclusion
In this paper, both CAPM and Fama French three factors model have been applied in explaining return of cement industry of Bangladesh over a period of ten years. The results are congruent with the Fama French theory suggesting more explanatory power of the model over the CAPM one as beta alone can not predict much of the variation in cross section return. Nevertheless, this model is much more complex than CAPM and it takes more time to compute as well. Practitioners may not find it cost effective to collect the additional information required by the three-factor model. In the context of Dhaka Stock Exchange, most individual investors lack in depth financial knowledge and prefers simpler methods in determining required return. However, institutional practitioners who want to use Fama French model instead of CAPM must evaluate the time and effort required to use the model before they replace CAPM with the multi factor model for their stock return analysis.
Only the Cement Industry of Bangladesh is analyzed with CAPM and Fama-French three factor model. Moreover, incorporating multiple industry data in comparing the effectiveness of these models is out of scope for this paper. This can create window of opportunity for future research in determining suitable method for institutional investors of Bangladesh. 
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